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UNITED STATES BANKRUPTCY COURT
NORTHERN DISTRICT OF CALIFORNIA

Inre Case No. 98-58595-MM
STORM TECHNOLOGY, INC,, Chapter 7
Debtor. OPINION

INTRODUCTION

The issue before the Court is whether Logitech, Inc. may successfully invoke 8§ 365(n) of the
Bankruptcy Code to enforce alicensein scanner technology. Although Logitech contracted prepetition for the
right to the licenseupondefault onthe debtor’ s payment obligetion, Logitech’ srightsunder the agreement were
frozen when Storm Technology, Inc. filed its bankruptcy petition. Since the condition precedent to the
inception of the license had not occurred prior to the petition date, Logitech does not have a license in the
patents.

FactuaL BACKGROUND

Thefactsappear to be largdy undisputed, dthough their characterizationand legd effect are vigoroudy
contested. On December 18, 1997, Storm Technology and L ogitech contracted for the sale and assgnment
to Storm Technology of patents in scanner technology. The purchase price was $9 million, consisting of $5
million in cash and a$4 million note. The maurity date for the notewas March 27, 1998; however, if Storm
Technology falled to pay the note by March 27, 1998, the firs maturity date was extended to March 26, 1999.

Asapendty for missang the first maturity date, interest would begin to accrue. The agreement provided that
1
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upon falure to pay the $4 million notein full by the second maturity date, "Logitech will have a worldwide,
non-exclusive royaty-free, fully paid-up license. .. " Margaret Wynne, the Vice President, Legal and
Genera Counsdl of Logitechand amember of Logitech’ s negotiating team, testified by declarationthat the sde
was anintegrated transactionthat transferred L ogitech’ sentire scanner businesslineto Storm Technology. Her
declaration states that Logitech did not intend to retain a security interest in the patented scanner technology.
Instead, in the event of a payment default, Logitech negotiated to license the technol ogy.

Ownership of the patents transferred to Storm Technology at cdosng on December 18, 1997.
Thereafter, Logitech recorded a Patent Assgnment with the United States Patent and Trademark Office on
March 17, 1998. Storm Technology failed to make the $4 millionnote payment on the first maturity date. It
filed achapter 11 petitionon October 21, 1998, but converted the case to Chapter 7 on November 25, 1998.
The Chapter 7 Trustee served notice of hisintent to sell dl the estate's patents free and clear of liens and
interests for the sum of $300,000, subject to overbids. Neither the debtor nor the Chapter 7 Trustee made
the note payment to L ogitech on the second maturity date.  Logitech then filed alimited objectionto the sde
assarting alicensein certain of the patents based onthe default on the second maturity date. Nonetheless, the
Trustee auctioned the patents, accepting the high bid of $1,405,000 by Maxi Switch, Inc. The buyer
transferred a portion of the purchase price to the Trustee upon Court approval of the sale of the undisputed
assets. Later, Maxi Switch agreed to pay the full purchase price, whether or not Logitech received alicense
for the patents, and transferred the baance of the saes price to the estate upon the Trustee' s agreement to
litigate Logitech’s dlaim of alicense to resolution.

At ahearing on the Trustee' s sde motion, the Court approved the sde of the estat€ sinterest in the
patents free and clear of liens and interests pursuant to 8 363(f), but reserved jurisdiction to determine the
dispute over Logitech’s claimed license and afforded the parties the opportunity to submit additiona briefs.

CONTENTIONSOF THE PARTIES

By the express terms of the prepetition sale agreement, Logitech dams alicense in the patents that
arose when Storm Technology defaulted on the second maturity date. Firdt, Logitech contends that the
Bankruptcy Court does not have jurisdiction to hear the matter snce Maxi Switch has paid the full purchase
price, and the bankruptcy estate is not affected by the outcome of the dispute between non-debtors Logitech
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and Maxi Switch. Second, it argues that its sale agreement with Storm Technology is an executory contract
subject to numerous unperformed materia obligations and governed by the provisons of § 365. Specificaly,
pursuant to § 365(n) of the Bankruptcy Code, Logitechassertsthat it may elect to retain its licenserightsunder
its agreement. Findly, Logitech notes that it never clamed a security interest but rather alicense.

TheTrusteerespondsthat L ogitechdoes not hold alicenseinthe patented technol ogy but anunsecured
dam againg the bankruptcy estate because the license is merdly aremedy in lieu of damages. The Trustee
disputes that the sde agreement is executory and contendsthat Logitech’s clamed license is avoidable under
§ 544(b) as an unperfected security interest.

LEGAL DISCUSSION

A. The Court Has Jurisdiction to Hear the M atter.
1. Thisisa Core Proceeding.

The Court has jurisdiction to hear al core proceedings “arisng under titte 11 or arising inacase under
titte11." 28 U.S.C. § 157(b). To determine whether a proceeding is core, the Court looks to both the form
and the substance of the proceeding. Wood v. Wood (Inre Wood), 825 F.2d 90, 97 (5™ Cir. 1987). If the

proceeding does not invoke a substantive right created by federa bankruptcy law and is one that could exist
outside bankruptcy, it is not a core proceeding. 1d. Thefactorsthe Court considersincludewhether therights
involved exist independent of Title 11, depend on State law for their resolution, existed prior to the filing of a
bankruptcy petition, or were sgnificantly affected by the filing of the bankruptcy case. Taxe v. Electronic

Sports Research (In re Cinematronics, Inc.), 916 F.2d 1444, 1450 n.5 (9" Cir. 1990).
Logitech invokes and elects to exercise rights under 11 U.S.C. § 365(n), which are created under

federa bankruptcy law. These rights would not exist independent of the bankruptcy case. Moreover, the
questionraised by L ogitechisthe extent of itsclamed interest inthe estate' s technology, which the Trustee has
now sold to athird party. Asaresult, this dispute comes within the purview of the Court’s core jurisdiction
under 28 U.S.C. 8 157(b)(2)(K), determinations of the vaidity, extent, or priority of liens. In the dternative,
resolution of the digpute effectivey condtitutes a determination of the scope of the assets of the estate under 8
541(a), which is a core matter.

2. The Proceeding Also Comes Within the Court’s* Related to” Jurisdiction.
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Additiondly, this dispute comes within the Court’s “related to” jurisdiction. The Supreme Court has
recognized that the jurisdictiona grant to bankruptcy courtsunder 28 U.S.C. 8§ 157(a) and 8§ 1334(b) isbroad.
Celotex Corp. v. Edwards, 514 U.S. 300, 307-08 (1995). A broad grant of jurisdiction promotesthe efficient

and expeditious resolution of al matters connected with the bankruptcy estate. 1d.
A proceeding isrelated to bankruptcy if the outcome could conceivably have any effect onthe estate
being administered in bankruptcy. Id. a 308 n.6. See dso American Hardwoods, Inc. v. Deutsche Credit

Corp. (In re American Hardwoods, Inc.), 885 F.2d 621, 623 (9" Cir. 1989); Kaonohi Ohana, Ltd. v.

Sutherland, 873 F.2d 1302, 1306-07 (9" Cir. 1989); Feitz v. Great Western Savings (In re Feit2), 852 F.2d

455, 457 (9" Cir. 1988). The proceeding need not necessarily be against the debtor or the debtor’ sproperty;
itisrelated if the outcome could dter the debtor’ srights, liabilities, options, freedom of action (either positively
or negatively), or the handling and adminigtration of the estate. Celotex, 514 U.S. at 308 n.6.

In this case, the Trustee and the buyer agreed that the Trustee would oppose Logitech’s dam of a
license. The Trustee undertook that obligation asacondition to the buyer’ srelease of fundsto the etate. The
Trustee' s agreement to undertake resolution of the Logitech dispute affects the estate’' s right to retain the
balance of the sales proceeds and conceivably could affect the costs of adminigtration of the estate, bringing
this dispute within the purview of this Court’s “related to” jurisdiction.

B. L ogitech Held Only a Contingent Interest in the Estate's Intellectual Property as of the

Petition Date.
The second issue is whether Logitech may elect to retain its clamed license rights under § 365(n).
Section 365(n) providesin pertinent part:

(n)(2) If the trustee rgj ects an executory contract under whichthe debtor isa licensor of aright
to intellectua property, the licensee under such contract may elect . . .

(B) toretain itsrights . . . under such contract . . . to such intellectual property . . . as
such rights existed immediately before the case commenced . . . .

As of the petition date, Logitech’s claimed license was not in effect. Logitech concedes that, if the
prepetition agreement were executory, it was deemed rejected under 8 365(d)(1) sixty days after entry of the
order for relief. Reection of the executory contract occurred before the asserted license would have arisen

upon default on the second maturity date. Under § 365(g), the rgjection is treated as a contract breach
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occurring immediately before the filing of the petition.  Applying 8 365(g), Logitech would be entitled only to
a prepetition unsecured dam for damages under § 502(g). Because characterization of the agreement as
executory is not dispositive, the Court need not reach the issue.

Nevertheless, Logitech asserts that upon deemed rgection, 8 365(n)(1)(B) would afford it the
opportunity to eect to retainitsrightsto the intellectud property under itsagreement. It rdiesonthelegiddive
history to 8§ 365(n), which provides that “the amendment, when referring to retention of rights under ‘such
contract,” ddiberately omitsthe phrase ‘ the term of whichhas commenced’ appearing in[a] somewhat pardld
subsection. ...” S.Rep. No. 100-505, at 8 (1988). Because of thislanguage, Logitech argues that the Court
should congtrue the legidative history to include within the scope of § 365(n) alicense the term of which has
not yet commenced.

However, the express words of the statute provide that a licensee may elect to retain its rights under
the license as those “rights existed immediately before the case commenced.” Rules of statutory congtruction
require that a court effectuate the plain meaning of a statute where it can be determined without resort to the
legidative history. See Hartford Underwriters Insurance Co. v. Union Planters Bank, N.A., 530 U.S. 1, 6

(2000); Patterson v. Shumate, 504 U.S. 753, 761 (1992). The unambiguous language of § 365(n) limitsthe

scope of the rights retained to those that existed immediately before the petition date.
Upon the filing of a bankruptcy petition, the rights of parties become fixed, subject to the rights and
remediesincorporated inthe Bankruptcy Code. Leppauotov. Combs (Inre Combs), 101 B.R. 609, 614-15

(B.A.P. 9" Cir. 1989). Whatever rights the estate has in property at the commencement of a case continue
inbankruptcy — no moreand no less. See Gendreau v. Gendreau (In re Gendreau), 122 F.3d 815, 818 (9"

Cir. 1997), cert. denied, 523 U.S. 1005 (1998). Where a party has aremedy that isSsmply an dternative to
aright to payment, that party merely hasadaminthe bankruptcy case. Ohio v. Kovacs, 469 U.S. 274, 279-
83(1983); 11 U.S.C. § 101(5)(B).

As of the petition date, Logitech had no rights in the debtor’s intellectud property but merely a
contingent right toalicenseupona default onthe debtor’ s payment obligation. Thisright of recapture contained
in 1 2.2(d) of the sale agreement between Storm Technology and Logitech is not uncommon. See 2 Milgrim
on Licensng 88 15.00, 15.03, 15.04. A contractud right of recapturetypicaly takesthe formof a perfected
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Security interest or areconveyance of the assigned property upondefault, notice of default, and failure to cure.
In thisinstance, however, the right of recapture assumed the formof alicenseinthe assgned patents. Milgrim
explans that the better practice where payment infull isnot made at closing isto reserve and perfect a security
interest. 1d. at 8 15.03. Logitech had no enforcegble licensein the patentsasof the petition dete. 1t concedes
it had no enforceable securityinterest. InreCFLC, Inc., 166 F.3d 1012, 1016 (9™ Cir. 1996). Sincethesde

agreement, if executory, would have been deemed rgected before its claimed license arose, Logitech cannot
now assart alicensein the patents.
CONCLUSION
For the foregoing reasons, the Court concludes that L ogitech does not have anenforcegble license in
the patents sold by the edtate.

DATED:

UNITED STATES BANKRUPTCY JUDGE
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